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PREFILED TESTIMONY
OF
ESTANA M. DAVIS

VIRGINIA NATURAL GAS, INC.

CASE NO. PUE-2016-00143
AUGUST 29,2017

Summary of Testimony

My testimony includes the following findings and recommendations:

1.

Staff recommends that the Commission find Staff's proposed adjustments to the Rate
Year Analysis reasonable and authorize a total non-gas, base rate revenue increase of
$25.77 million to provide VNG the opportunity to earn a return on equity ("ROE") at the
8.75% mid-point of Staff witness Gereaux's ROE range. This increase includes an
incremental increase of approximately $12.36 million above the rates already charged to
customers for SAVE.

Staff makes various recommendations as a result of its recent quarterly billing factor
audit.
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PREFILED TESTIMONY
OF
ESTANA M. DAVIS

VIRGINIA NATURAL GAS, INC.

CASE NO. PUE-2016-00143
AUGUST 29, 2017

INTRODUCTION

PLEASE STATE YOUR NAME AND THE POSITION YOU HOLD WITH THE
STATE CORPORATION COMMISSION ("COMMISSION").
My name is Estafia M. Davis. I am a Principal Utility Accountant with the Commission's

Division of Utility Accounting and Finance.

PLEASE PROVIDE A BRIEF DESCRIPTION OF VIRGINIA NATURAL GAS,
INC.

Virginia Natural Gas, Inc. ("VNG" or the "Company") is a Virginia public service
company that provides natural gas service to approximately 293,000 residential,
commercial, and industrial customers located in Norfolk, Virginia Beach, Chesapeake,
Suffolk, Hampton, Newport News, Poquoson, York, James City, Williamsburg, New
Kent, Charles City, King William, and Hanover. VNG is a wholly-owned subsidiary of
Southern Company Gas ("GAS"), which is a wholly-owned subsidiary of The Southern

Company ("Southern").!

PLEASE SUMMARIZE VNG'S MOST RECENT GENERAL RATE CASE.

' AGL Resources, Inc. ("AGLR") was renamed GAS after the merger between Southern and AGLR closed on July
1,2016. The Commission approved this merger in its Final Order in Case No. PUE-2015-00113.
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Ad.

On February 8, 2011, the Company filed an application with the Commission, docketed
as Case No. PUE-2010-00142, pursuant to Chapter 10 of Title 56 of the Code of Virginia
("Code") requesting authority to increase its base rates by a total of $28.4 million,
effective August 1, 2011, and to revise the Company's terms and conditions applicable to
natural gas service ("2011 Rate Case"). On December 20, 2011, the Commission entered
a Final Order adopting a stipulation and granting the Company a total increase in base

rate revenue of $11.3 million based on a return on equity ("ROE") of 10%.2

PLEASE SUMMARIZE THE CURRENT APPLICATION.

On March 31, 2017, the Company filed an application with the Commission pursuant to
Chapter 10 of Title 56 of the Code and the Commission's Rules Governing Utility Rate
Applications and Annual Informational Filings, 20 VAC 5-201-10 et seq., for authority to
increase rates and charges, effective September 1, 2017, and to revise other terms and
conditions applicable to its gas service ("Application").

In its Application, the Company requests an increase in annual non-gas base rate
revenue of $44.1 million based on the Company's fully-adjusted cost of service ("Rate
Year Analysis") for the twelve months ending August 31, 2018 ("Rate Year"). This
increase includes $13.4 million currently being collected by the Company outside of base
rates in a surcharge associated with its Steps to Advance Virginia's Energy plan ("SAVE
plan") pursuant to Code § 56-603 et seq. The Company also requests that the

Commission approve a 10.25% ROE.

2 Application of Virginia Natural Gas, Inc., For an increase in base rates and for authority to revise the terms and
conditions applicable to natural gas service pursuant to Chapter 10 (§ 56-232 et seq.) of Title 56 of the Code of
Virginia, Case No. PUE-2010-00142, 2011 S.C.C. Ann. Rept. 407, Final Order (Dec. 20, 2011).
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Q5. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
AS. My testimony addresses the following;:

1) The results of Staff's review of the Company's Rate Year Analysis and Staff's
recommended non-gas base rate increase;

2) Staff's adjustments to revenue, operation and maintenance ("O&M") expenses,
income tax expense, and service company charges; and

3) The results of Staff's Purchased Gas Adjustment ("PGA") audit and its audit
of the sales and use tax surcharge.
Q6. PLEASE IDENTIFY OTHER STAFF WITNESSES PRESENTING TESTIMONY
IN THIS PROCEEDING.
A6.  There are six other Staff witnesses filing testimony in this proceeding.
Bryant K. Wong addresses:

1) Staff's rate base forecast and adjustments to depreciation expense and property
tax expense;

2) The roll-in of SAVE investment into base rates;

3) Staff's lead/lag study; and

4) The results of Staff's review of the depreciation study.
Michele G. Grant addresses:

1) The Company's jurisdictional separation study and class cost of service
studies; and

2) The Company's proposed revenue apportionment, rate design, miscellaneous
charges, and tariff revisions.

Brian S. Pratt addresses the Company’s gas line extension policy. Phillip M. Gereaux

addresses the ROE proposed by Staff in the Rate Year Analysis. Lawrence T. Oliver
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addresses the capital structure proposed by Staff in the Rate Year Analysis. Andrew J.

Eaken addresses the Company's proposed Rate Schedule 1A.

PLEASE IDENTIFY THE EXHIBITS ACCOMPANYING YOUR TESTIMONY.

The following exhibits support my testimony:

Statement ] — Rate of Return Statement — Per Books
Statement IT — Rate of Return Statement — Adjusted
Statement III - Rate Base Statement — Per Books
Statement IV — Rate Base Statement — Adjusted
Schedule A - Summary of Company and Staff Adjustments
Statement V — Cash Working Capital Allowance — Lead/Lag Study
Statement VI - Cash Working Capital Allowance — Balance Sheet Analysis
Statement VII — Schedule of Rate Year Revenue Requirements
Statement VIII — Reconciliation between Company and Staff Revenue Requirements
Appendix A — Workpapers Supporting Staff's Adjustments
Appendix B - Additional Supporting Documentation
RATE YEAR ANALYSIS

WHAT IS THE PURPOSE OF THE RATE YEAR ANALYSIS?
The Rate Year Analysis evaluates the need for an increase or decrease in the rates a
utility charges its customers. The analysis begins with per books cost of service for the

twelve months ended September 30, 2016 ("Test Year"), which is then adjusted to reflect
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revenue, expense, and rate base changes that can be reasonably predicted to occur during

the Rate Year.

Q9. HAS STAFF REVIEWED THE COMPANY'S RATE YEAR ANALYSIS AND

PREPARED ITS OWN ANALYSIS?

A9.  Yes, it has. After incorporating all of Staff's recommended ratemaking adjustments,

Staff's Rate Year Analysis results in a Rate Year ROE of 6.56%. Therefore, based on a

recommended ROE of 8.75%, as supported by Staff witness Gereaux, Staff's analysis

results in a total required increase in Virginia jurisdictional non-gas, base rate revenue of

$25.77 million. This increase includes an incremental increase of approximately $12.36

million above the rates already charged to customers for SAVE. Below is a table

reconciling Staff's and the Company's proposed incremental revenue increase:

| Table 1

Reconciliation between Staff and the Company Revenue Increase

Company Proposed Incremental Revenue Requirement Increase
Staff's Proposed Capital Structure

Staff's Proposed Return on Equity

Operating Revenues |

Operating Revenue Deductions

Rate Base

Other Miscellaneous Differences

Staff Proposed Incremental Revenue Requirement Increase

$30,702,015
$96,502
(58,460,953)
$2,185,234
($8,774,908)
($3,384,368)

$76

$12,363,598
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A discussion of Staff's ratemaking adjustments to operating revenue, O&M
expense, and income tax expense follows. Other ratemaking adjustments are discussed

by Staff witness Wong.

RATEMAKING ADJUSTMENTS

Operating Revenue

Q10. PLEASE DISCUSS STAFF'S PRESENTATION OF REVENUE IN THE RATE OF

Al0.

Q11.

All.

RETURN STATEMENT.

Staff shows the SAVE revenue split between the Annual SAVE Factor ("ASF") and the
SAVE Actual Cost Adjustment ("SACA"). Staff presents revenue in this way to illustrate
the roll-in of the SAVE ASF into base rates. Column 6 of my Statement II shows the
incremental revenue requirement increase above the ASF revenue of approximately

$12.36 million.

PLEASE DISCUSS COMPANY ADJUSTMENT NO. 1 TO ADJUST BASE RATE
REVENUE TO THE RATE YEAR.

The purpose of this adjustment is to calculate Rate Year non-gas, base rate revenue at
current rates based on Rate Year customer bills and weather normalized volumes. The
Company's adjustment begins with Test Year, per book revenue and removes unbilled
revenue and revenue associated with the revenue normalization adjustment ("RNA") and
the weather normalization adjustment ("WNA") tariffs. VNG then normalizes the Test

Year consumption for weather and conservation and adjusts for Test Year growth.® After

* VNG's proposed weather normalization methodology incorporates projected conservation.
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removing non-jurisdictional revenue and gas revenue, VNG adjusts for Rate Year
customer growth and removes SAVE revenue. The Company's non-gas, base rate

revenue adjustment increases jurisdictional revenue by $12,576,954.

HOW DOES STAFF ADJUSTMENT NO. 1 DIFFER FROM COMPANY
ADJUSTMENT NO. 1?

Staff's adjustment to base rate revenue similarly begins with Test Year, per book revenue
and removes unbilled revenue and revenue associated with the RNA and WNA. Staff
also removes gas revenue and non-jurisdictional revenue. Staff's adjustment differs from
the Company's adjustment due to: 1) the Test Year weather normalized usage and 2) the
Rate Year forecasted usage. Staff's adjustment increases jurisdictional base rate, non-gas

revenue by $15,306,358, which is $2,729,404 higher than the Company's adjustment.

PLEASE FURTHER EXPLAIN THESE DIFFERENCES IN CUSTOMER
USAGE.

First, Staff proposes to use the regression method used by Staff in the 2011 Rate Case to
calculate the weather sensitive usage of VNG's residential and commercial customers.
Staff believes its method is appropriate because it produces replicable and verifiable
results, is consistent with the regression models used by other gas utilities in Virginia,’

and is consistent with the model used by VNG itself in its tariffed WNA mechanism.

4 The other Virginia natural gas companies that use this regression mode! include Roanoke Gas Company, Atmos
Energy Corporation, Southwestern Virginia Gas Company, and Appalachian Natural Gas Distribution Company.
Washington Gas Light Company also uses a linear regression model, in contrast with VNG.
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The determination of weather sensitive usage from this regression model is used to
weather normalize the Company's Test Year billing determinants. The Company
proposes to use an alternative regression model that is more complex than the simple
linear regression model that Staff proposes to use and is inconsistent with the method
used in the Company's tariffed WNA mechanism.

Second, Staff proposes to use this normalized usage for the Rate Year growth
adjustment rather than the Company's proposed forecasted usage to be consistent with
Staff's position on the simple linear regression method. The Company uses its alternative

regression model to forecast Rate Year usage.

PLEASE DISCUSS THE ADJUSTMENTS TO RIDER REVENUE.

Since the Rate Year Analysis focuses on the base rate cost of service, any impact from
non-base rate items should be eliminated. The Company currently has several different
non-base rate mechanisms that allow it to recover eligible costs through riders. These
riders include the recovery of purchased gas costs through a quarterly billing factor
("QBF"), the SAVE rider, the Conservation and Ratemaking Efficiency Program
("CARE") rider, the WNA, and the RNA. Company Adjustment No. 2 adjusts gas
revenue to a Rate Year level and Company Adjustment No. 9 equalizes gas costs to Rate
Year gas revenue to eliminate the effect on base rates. Company Adjustment No. 4
annualizes SAVE revenue using Rate Year billing determinants and current SAVE rates.

Company Adjustment No. S eliminates CARE and RNA revenue, and Company

f’s:h

1y
Mgl

L]
i
¢}
€4
578
1



LN

10

11

12

13

14

15

16

17

18

Adjustment No. 8 eliminates carrying costs on gas storage.” Staff agrees that these
adjustments are appropriate; however, Staff's adjustments to gas revenue differ from the

Company's because of the difference in billing determinants discussed above.

Uncollectible Expense

Q15.

AlS.

PLEASE DISCUSS STAFF ADJUSTMENT NO. 11 AND COMPANY
ADJUSTMENT NO. 11 TO UNCOLLECTIBLE EXPENSE,

To calculate the Rate Year level of uncollectible expense, the Company uses a weighted
average net charge-off rate for the three years ended September 30, 2016, and applies that
rate to the adjusted non-gas operating revenue. Staff uses the same methodology for its
uncollectible adjustment. The only difference between Staff's and the Company's
adjustment is caused by the difference in the adjusted operating revenue. Staff's
adjustment increases jurisdictional expense by $63,913, which is $2,888 more than the

Company's adjustment.®

Payroll and Benefits Expense

Q16.

Ale.

PLEASE DISCUSS COMPANY ADJUSTMENT NOS. 10 AND 19 TO PAYROLL
EXPENSE.
In Company Adjustment No. 10, VNG proposes to adjust payroll expense to a Rate Year

level based on employee levels and pay as of November 1, 2016 plus three percent merit

3 Staff also proposes Adjustment No. 21 to eliminate CARE expense to remove all effects of this rider on the base
rate cost of service,

8 The Company included account 650701 Uncollectible Accounts — Damages in its Adjustment No. 11. The
Company used the same methodology to estimate a Rate Year amount for this account as it did for the other O&M
expenses, which is discussed later in my testimony. This account is removed here for purposes of comparison.
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increases for 2017 and 2018. VNG's rate year payroll also adds payroll for any vacant
and newly-created positions.7 The Company also includes variable compensation, which
includes its short-term and long-term incentive plans. The Company's estimated Rate
Year level of variable compensation is based on the 2017 budget plus a general three
percent increase for 2018. The Company removed capitalized payroll associated with
payroll directly coded to capital projects. VNG's Rate Year level of capitalized payroll is
based on the percentage of capitalized base pay and overtime from the prior year.

The Company proposes a separate adjustment for capitalized administrative and
general ("A&G") payroll in Company Adjustment No. 19. The Rate Year level of A&G
capitalized payroll is based on Test Year amounts in accounts 670150 — A&G Salaries
Capitalized and 670160 — A&G Expenses Capitalized, and increased by the percentage
increase from Company Adjustment No. 10. VNG's net payroll adjustment increases

jurisdictional expense by $941,037.%

PLEASE DISCUSS STAFF ADJUSTMENT NO. 10 TO PAYROLL EXPENSE.
Staff's proposed Rate Year level of payroll expense is based on annualized actual base
salaries as of the last pay period in April 2017 plus the Rate Year effect of expected

9

increases,” vacant positions expected to be filled before the end of the Rate Year, and

estimated overtime and variable compensation. Staff's Rate Year level of overtime pay

7 See the Company's Response to Staff Informal Data Request No. 8-133 in Appendix B to this testimony.

% This is Company Adjustment No. 10 of $1,089,537 net the payroll portion of Company Adjustment No. 19 of
($148,500).

? Staff includes a full three percent increase for union and non-union employees for the raises effective May 2017
and March 2017, respectively. Staff also includes a prorated level of the three percent raise expected during the
Rate Year.
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is based on the three-year average of overtime hours times a current average overtime pay
rate.'’ Staff's Rate Year level of variable compensation is based on the Company's 2017
budget. To remove a Rate Year level of directly capitalized payroll, Staff proposes to
apply an updated expense percentage based on the actual payroll capital projects for the
twelve months ended April 30, 2017, Staff uses the same methodology as the Company
to remove a Rate Year level of A&G capitalized payroll. Staff's net payroll adjustment

increases jurisdictional expense by $2.451,983."

PLEASE DISCUSS COMPANY ADJUSTMENT NOS. 15 AND 16 TO PENSION
AND OTHER POST EMPLOYMENT BENEFITS ("OPEB") EXPENSE.

In accordance with generally accepted accounting principles, VNG changed its
accounting for pensions and OPEB following the Southern and AGLR merger, switching
from a non-purchase accounting basis to a purchase accounting basis. VNG was required
to recognize on the balance sheet full pension and OPEB liabilities that had previously
been delayed in compliance with Financial Accounting Standards Board Accounting
Standards Codification Topic 715, with offsetting entries to other comprehensive income
("OCI"). Effective July 1, 2016, the Company discontinued OCI accounting, and
reclassified the balance in accumulated OCI to a regulatory asset account in compliance
with Financial Accounting Standards Board Accounting Standards Codification Topic

980. For ratemaking purposes, the Company proposes to recognize the actuarially-based

0 Staff based the average rate on the actual overtime pay and hours for the twelve months ended April 2017.

"' The main difference between Staff's adjustment and the Company's adjustment is that the Company started with
employees and salaries as of November 1, 2016 and Staff used updated actual employee levels and pay as of April
2017. Using updated actuals is similar to the methodology Staff proposed in the 2011 Rate Case.
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Q20.

A20.

Rate Year level of pension and OPEB on a purchase accounting basis and amortize the
associated regulatory asset. Company Adjustment Nos. 15 and 16 together increase

jurisdictional expense by $1,054,840.

DOES STAFF AGREE WITH THE COMPANY'S PROPOSAL TO USE A
PURCHASE ACCOUNTING METHODOLOGY FOR RATEMAKING
PURPOSES?

No. Staff computes the actuarially based pension and OPEB cost accruals for the Rate
Year on the non-purchase accounting basis,'? which effectively continues the ratemaking
methodology used prior to the merger. This is appropriate because the merger should
have no impact on the regulatory recognition of these costs. Also, the Company
represented that the accumulated OCI reclassification should have no rate impact and that
the actuarially-determined pension and OPEB cost would remain the same for ratemaking
purposes after the merger.® Staff's adjustment to pension and OPEB expense decreases

jurisdictional expense by $1,247,008."

PLEASE DISCUSS STAFF ADJUSTMENT NO. 13 AND COMPANY
ADJUSTMENT NO. 13 TO HEALTH BENEFITS EXPENSE.
The Company proposes to base its Rate Year level of health benefits expense on its 2017

budget plus an 8% increase for 2018. This Rate Year level of benefits expense is almost

> Based on the most recent actuarial report,
13 See the Company's Response to Staff Interrogatory No. 4-48 and the Company's Response to Staff Interrogatory

No. 9-85 in Case No. PUE-2015-00113 in Appendix B to this testimony.

4 Staff proposes a separate adjustment in Staff Adjustment No. 18 to reflect a Rate Year level of A&G capitalized
benefits which increases expense by $212,617. This is an increase because Staff's total benefits expense adjustment
is a decrease, which means that less will be capitalized.
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a 50% increase from the Test Year level. Both Staff and the Company agree that the
budget is overstated.'® Staff proposes to base the Rate Year level of health benefits
expense on a Test Year level increased by 8%. This 8% increase is based on health
benefits cost projections from Mercer, Price Waterhouse Cooper, and Willis Towers
Watson for 2017. Staff's adjustment to health benefits expense increases jurisdictional

expense by $134,146, which is $684,318 less than the Company's adjustment.

Other O&M Expense

Q21.

A2l.

PLEASE DISCUSS COMPANY ADJUSTMENT NOS. 17 AND 18 TO OUTSIDE
SERVICES AND OTHER O&M EXPENSE.

The Company proposes to adjust multiple categories of O&M expense in Adjustment
Nos. 17 and 18 such as locating mains and services, pipeline integrity program, fleet
services, facilities, marketing, regulatory, legal, office administration and supply, dues
and subscriptions, and travel and entertainment, among others. To determine the Rate
Year level for most of these expenses, the Company proposes to use its calendar year
2017 budget for September through December 2017 and the 2017 budget plus inflation
for January through August 2018.'® Included in its regulatory expense category, the
Company projects a total amount of rate case expense for the current case outside of the

budget and proposes to include one-third of the expense in the cost of service. Rate Case

1% See the Company's Response to Staff Interrogatory No. 12-200 in Appendix B to this testimony. In this response,
the Company states "upon further review, the Company determined the budget for Health Benefits was overstated."

'S VNG eliminated civic participation fees, promotional advertising, and fines and penalties from its Rate Year level
of expense.
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A22,

Q23.
A23.

expense is discussed in a separate category below. Company Adjustment Nos. 17 and 18

together, excluding rate case expense, increase jurisdictional expense by $64,065.

DID STAFF ANALYZE THE COMPANY'S 2017 BUDGET FOR OTHER O&M
EXPENSE?
Yes. Staff performed a budget vs. actual analysis for the past five years for VNG’s other

O&M expenses.'”

Historically, VNG's actual other O&M expenses have exceeded the
budget. Staff also analyzed Test Year actual expenses as well as updated actual data for
the twelve months ended May 2017 in comparison to the 2017 budgeted levels. In total,

the budgeted amounts were similar to, but lower than, both sets of recent actual data.

PLEASE DISCUSS STAFF ADJUSTMENT NO. 17 TO OTHER O&M EXPENSE.
Staff proposes to use a Rate Year level of other O&M expense based on the Company's
2017 budget.'® Based on the budget vs. actual analysis and on-site meetings with the
Company regarding its budgeting process, Staff believes that VNG's 2017 budget is
reasonable for ratemaking purposes as it represents a level that can be reasonably
predicted to occur during the Rate Year. However, Staff does not agree with the
Company's use of an inflation factor because it is not appropriate to apply a factor to
specific O&M cost categories that is determined based on a wide variety of mostly
unrelated costs. The Company's inflation factor is a general factor which incorporates a

Moody's Analytics estimate based on the U.S. Bureau of Labor Statistics for the

'7 Staff includes outside services in the category of other O&M expense.

% Staff agrees with the Company's removal of civic participation fees, promotional advertising, and fines and
penalties from the Rate Year level. Staff also proposes to eliminate lobbying expense from the Rate Year level.
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Consumer Price Index ("CPI"). The CPI includes inflationary effects of food, housing, ﬁ'

apparel, transportation, medical care, recreation, education and communication, and other gﬁ
goods and services. Staff's adjustment to other O&M expense decreases jurisdictional

expense by $375,718.

Rate Case Expense

Q24. PLEASE DISCUSS THE ADJUSTMENT TO RATE CASE EXPENSE.

A24. As stated above, the Company proposes to amortize its projected level of rate case
expense over three years.'” The Company projects a total rate case expense of $1.3

million and includes an annual jurisdictional amount of amortization expense of
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$410,886. After reviewing the Company's support for this projection and comparing it
back to the 2011 Rate Case expense, Staff believes this amount is reasonably predicted to
occur. Staff proposes to include one-fifth of the $1.3 million as a normalized level of rate
case expense. Since VNG's last rate case was filed more than three years ago in 2011,
Staff believes that normalizing this expense over five years rather than three years is
more reasonable. Rate case expense does not qualify as a regulatory asset since it does
not meet the criteria for regulatory asset treatment?® Staffs adjustment increases
jurisdictional expense by $246,532, which is $164,354 less than the Company's

adjustment.

' VNG also proposes to include the unamortized balance of rate case costs in rate base. Staff witness Wong
discusses this proposal in his testimony.

% Typically for a cost to be considered for regulatory asset treatment, it (1) is nonrecurring or unusual in nature, (2)

is beyond the control of the company, and (3) would materially and negatively affect financial results if expensed
currently. Rate case costs are recurring and normal costs of a regulated utility and are within the utility's control.
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Service Company Charges

Q25. PLEASE BRIEFLY DISCUSS THE SERVICE COMPANIES.

A25. AGL Services Company ("AGSC" or "Service Company") is a service company
organized to provide certain centralized shared services to GAS and its affiliates,
including VNG. AGSC is a wholly-owned subsidiary of GAS. Southern Company
Services, Inc. ("SCS") is a service company organized to provide administrative,
management, and other services to Southern's affiliates. SCS is a wholly-owned
subsidiary of Southern. Accordingly, subsequent to the merger between AGLR and
Southern, SCS has been authorized to provide centralized services to VNG, though

2]

AGSC continues to be the provider of most of VNG's centralized services.” Currently,

SCS charges VNG for its provision of services through AGSC.

Q26. PLEASE DISCUSS COMPANY ADJUSTMENT NOS. 20, 22, AND 33 TO
EXPENSES CHARGED FROM AGSC TO VNG.

A26. To calculate a Rate Year level of expense, the Company proposes to use its 2017 budget
for September through December 2017 and the 2017 budget plus inflation for January
through August 2018. This Rate Year level is then allocated between O&M,
depreciation, and taxes other than income tax based on these budgeted components.
VNG also proposes three alterations to this Rate Year level of expense. First, VNG

removes promotional advertising and civic participation fees from O&M. Second, VNG

2 The Commission approved the amended and revised service agreement in Case No. PUE-2016-00055. See
Application of Virginia Natural Gas, Inc., and AGL Services Company, For approval of an amended and restated
services agreement pursuant to the Affiliates Act, Va. Code § 56-76 et seq., Case No. PUE-2016-00055, Doc. Con.
Cen. No. 160650067, Order Granting Approval (June 29, 2016).
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Q27.

removes costs related to the Southern merger which, according to VNG, are removed to
"remain compliant with the Commission's Final Order in Case No. PUE-2015-00113."%
Third, the Company reduces O&M expense to reflect expected O&M savings associated
with the new Customer Information System ("CIS") software. The Company also
increases depreciation expense for the new CIS software based on a ten-year life. Below

is a table summarizing the Company's adjustments to AGSC charges:

| Table 2 |
Summary of Company Adjustments to AGSC Charges

O&M Expense (3655,213)
Depreciation Expense $1,591,302
Taxes Other Than Income Tax Expense $7,909
Total $943,999

PLEASE DISCUSS STAFF ADJUSTMENT NO. 19 TO SERVICE COMPANY
CHARGES.

Staff performed the same analysis on the Company’s AGSC charges budget as it did with
the Company's other O&M expense budget. After analyzing the historical budget vs.
actual amounts and understanding the budgeting process, Staff believes that the
Company's 2017 budget is reasonable for ratemaking purposes.”? Staff's adjustment

begins with the 2017 budgeted Service Company charges and follows a similar

2 See the Company's Response to Staff Informal Data Request No. 4-81in Appendix B to this testimony.

% Staff also compared the 2017 budgeted AGSC charges with actual charges during the Test Year and twelve
months ended May 31, 2017. The 2017 budgeted charges are lower than both sets of actual charges.
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methodology as the Company's adjustments discussed above, but does not add an
inflation factor for the same reasons discussed above. The exclusion of the inflation
factor is the reason for the differences between Staff's and the Company's adjustments.
Staff also imputes an allocated interest charge in lieu of including allocated
Service Company rate base, as discussed further below. Staff calculates this interest
charge by dividing AGSC's interest expense for the twelve months ended March 2017 by
its average balance of assets during the same period to develop AGSC's effective interest
rate cost. Staff then multiplies this rate by the AGSC net assets that support VNG's

operations. Below is a table summarizing Staff's adjustments to Service Company

charges:
Table 3 |
Summary of Adjustments to AGSC Charges

Staff Company Difference
O&M Expense (81,165,587)  ($655,213)  ($510,374)
Depreciation Expense $1,562,268 $1,591,302 ($29,035)
Taxes Other Than Income Tax Expense ($4,710) $7,909 ($12,620)
Interest Expense $47,524 $0 $47,524
Total $439,495 $943,999  (§504,504)

Q28. DOES THE COMPANY PROPOSE TO INCLUDE SERVICE COMPANY

ASSETS IN VNG'S RATE BASE?
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A28.

Q29.

A29.

Q30.

A30.

Yes, the Company proposes to allocate a portion of AGSC plant, CWIP, accumulated
depreciation, and accumulated deferred income taxes to VNG's rate base. This means the
Company is proposing to recover financing costs, including interest expense and a return

on equity component, associated with this allocated rate base.

DOES STAFF AGREE WITH THE COMPANY'S ALLOCATION OF SERVICE
COMPANY PLANT TO VNG'S RATE BASE?

No. Consistent with its position in the 2011 Rate Case and with its position in other rate
cases,** Staff opposes allocating Service Company rate base to the utility. Instead Staff
proposes to include an imputed interest expense along with the depreciation expense
associated with this plant, as previously discussed. Staff's imputed interest expense
permits the Company to recover AGSC's actual financing costs associated with the assets,

and depreciation expense allows recovery of the assets over their service lives.

EXPLAIN WHY STAFF DISAGREES WITH THE COMPANY'S ALLOCATION
OF SERVICE COMPANY ASSETS TO VNG'S RATE BASE.

Staff disagrees with the Company for the following reasons. First, only assets owned by
VNG and recorded on its books should be included in its rate base. Rate base should
reflect the direct capital investment made by the utility to support the cost of providing
service to its utility customers. Allocated AGSC net plant does not meet that standard, as
the plant in question is not an investment made by VNG that needs to be supported by

debt and/or equity at VNG.

? See Case Nos. PUE-2012-00038, PUE-2014-00026, PUE-2014-00035, PUE-2016-00033.
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Q31.

A3l.

Second, service company charges should not include a return on equity
component. Historically, centralized service companies have been set up to operate at
cost, not as profit centers. Their purpose is to increase operating efficiencies by
minimizing the cost of providing shared corporate and administrative services. They are
designed to bill out 100% of their costs and not to generate a profit. Their balance sheets
typically contain inter-company receivables with modest amounts of plant, and are
typically supported by accrued expenses, accounts payables, inter-company payables,
money pools, and other internal financing. AGSC is typical in this regard. Therefore,

Staff sees no reason to impute a profit for an entity that is a cost center.

IS THE COMPANY'S PROPOSAL TO ALLOCATE SERVICE COMPANY
ASSETS TO VNG'S RATE BASE COMPLIANT WITH THE COMMISSION-
APPROVED SERVICE AGREEMENT?

No. The Service Agreement, originally approved in Case No. PUE-2010-00070, requires
VNG to pay the lower of cost or market for services received under this agreement.
Therefore, VNG is required to pay no more than the actual cost of services performed by
AGSC. The Company's adjustment applies the utility’s regulated cost of capital, which
primarily consists of long-term debt and equity cost rates, to the allocated AGSC plant.
Since AGSC has no financing costs with the exception of money pool interest expense,
there is no reason for VNG to recover through base rates a cost that neither VNG nor
AGSC bears, nor any reason to construct a cost recovery mechanism that attempts to

circumvent the Commission-approved Service Agreement. Staff's adjustment to impute

20

COSOERQLT

£



w

H

10

11

12

13

14

15

16

17

18

an appropriate amount of AGSC interest expense results in VNG and its customers

paying no more than AGSC's actual financing costs.

Income Tax Expense

Q32.

A32.

PLEASE DISCUSS THE ADJUSTMENTS TO INCOME TAX EXPENSE.

The purpose of the income tax expense adjustments is to reflect an appropriate Rate Year
level of income tax expense. Staff's and the Company's adjustments both include 1) a
computation of per book income tax and 2) a computation of the income tax effect of the
ratemaking adjustments. Both Staff and the Company use a combined statutory income
tax rate of 38.90%. The majority of the difference between Staff and the Company arises
from the difference in the other ratemaking adjustments. Staffs adjustments decrease

jurisdictional expense by $5,025,384.

PGA AUDIT

OBF Audit Findings and Recommendations

Q33.

A33.

Q34.

PLEASE BRIEFLY DESCRIBE THE COMPANY'S QBF MECHANISM.
The QBF is a rate mechanism designed to recover VNG's gas costs on a dollar-for-dollar

basis.

DID STAFF RECENTLY CONDUCT AN AUDIT OF THE COMPANY'S QBF

MECHANISM?
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A34,

Q35.

A3S.

Yes. Staff conducted an audit of the QBF rate mechanism for the twelve months ended
August 31, 2016. Such audit was conducted pursuant to the Commission's on-going
authority under Code § 56-36. Staff prepared an audit report detailing its audit and
resulting findings, which it provided to the Company on August 2, 2017. Staff's audit
verified the Company's cumulative QBF under-recovery balance to be collected from
customers in the amount of $1,401,632, as of August 31, 2016. Further, Staff's audit
identified issues with several aspects of the Company's QBF computations, and Staff's
audit report included findings and recommendations on the prospective treatment of such
computations.  Since this is the first rate proceeding following its audit, Staff
recommends that the Commission make a determination in this proceeding on the
prospective treatment of these computations. Some of Staff's recommendations require

tariff revisions, which are discussed briefly by Staff witness Grant.

PLEASE EXPLAIN EACH OF THE ISSUES STAFF IDENTIFIED IN ITS AUDIT
OF THE QBF MECHANISM AND STAFF'S RECOMMENDATION RELATED
TO EACH ISSUE.

Staff proposes various recommendations concerning the QBF. Staff believes that the
Commission's determination on such issues should be implemented prospectively
beginning with the first QBF filing after the date of the Commission's Final Order in this

proceeding. Such issues are as follows:

1) During Staff's audit it became evident that the Company did not differentiate between
jurisdictional and non-jurisdictional customers for revenue collections or gas expense.

This effectively means that the deferral balance is on a total system basis and includes
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2)

3)

amounts over which the Commission does not have jurisdiction. Staff believes it is
appropriate to only include amounts in the QBF for which the Commission has
jurisdiction. Staff recommends that the Commission direct the Company to manage

its deferral on a jurisdictional basis.

VNG utilized end of month balances in its calculation of carrying charges on its gas
inventory and gas deferral. Staff recommends using a two-month average balance in
the calculation of actual carrying costs in the QBF. VNG's use of the month end
balance implies the inventory balance at the beginning of the month was identical
when it was not. Staff recommends that the Commission direct the Company to
utilize a two-month average balance for all calculations of carrying charges in its

QBF.

VNG is currently not recording the debt and equity portions of gas storage canying
charges separately.?® Staff believes that the QBF should not impact a Company's cost
of service.? Accordingly, Staff recommends that the Commission direct the
Company to book carrying charges that include an equity return separately from the
debt component to ensure the Company excludes such equity return from any future

cost of service.

 The entry to record storage carrying costs is a debit to deferred gas costs - commodity (account 162.204) and a
credit to gas storage carrying cost (account 448.500),

%6 Staff and the Company both propose an adjustment to eliminate gas storage carrying charges from the cost of

service.
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4)

5)

6)

A cumulative under-recovery balance creates a difference between the Company's
books and its tax return, necessitating the recordation of ADIT on the Company's
books.”” While the Company is recording these ADIT amounts on its books, such
amounts are not currently being netted with, and thus not reducing, the under-
recovery balances in the calculation of gas deferral carrying charges.® ADIT
amounts associated with QBF under-recovery balances represent a source of cost-free
capital to the Company. Thus, Staff recommends that the Commission direct the
Company to net these ADIT amounts with any cumulative under-recovery balance to

reduce the carrying costs recovered from ratepayers through the QBF.

VNG calculates bad debt expense using the bad debt rate from the last rate case. If
bad debt expense associated with gas costs is recovered through the QBF, it should be
subject to dollar-for-dollar recovery much like the gas costs themselves. Staff
recommends the Commission direct the Company to utilize the actual bad debt rate
for all bad debt expense true-ups in lieu of the amounts utilized in the Company's last

rate case.

Gas cost uncollectibles expense is not currently trued-up as a component of the QBF
computation. Rather, it is calculated based on projected gas costs and recovered
through the QBF without being trued-up to reflect uncollectibles expense associated

with actual gas costs. If bad debt expense associated with gas costs is recovered

7 A cumulative over-recovery position is treated the same on the Company's books and its tax return. Thus, no
ADIT is recorded associated with an over-recovery position.

2 Such balances are also not reducing rate base in base rates.
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through the QBF, it should be subject to dollar-for-dollar recovery much like the gas
costs themselves. Staff recommends the Commission direct the Company to utilize
the actual bad debt amounts in lieu of projections when applicable for the purposes of

booking and calculating the amounts to recover from customers through the QBF.

VNG calculates bad debt expense using only the commodity portion of gas costs in its
QBF computation. However, the Company's gas costs also include transportation and
storage costs that are recovered through the Company's QBF. Because of this, there
is an amount of bad debt expense associated with transportation and demand costs
that is not being recovered by the Company. Accordingly, Staff recommends the
Commission direct the Company to calculate bad debt expense on all gas costs

instead of using solely commodity costs to calculate the expense amount.

SALES & USE TAX

Q36. PLEASE DISCUSS THE COMPANY’S SALES AND USE TAX SURCHARGE.

A36. Following the passage of HB5018 in 2004, public utilities were authorized to recover

Q37.

from customers the incremental increase in Virginia Sales and Use Tax ("VSUT")

resulting from the provisions of HB5018 by means of a surcharge. This authorization

became effective September 1, 2004.

PLEASE DISCUSS STAFF ADJUSTMENT NO. 22 TO ROLL THE COMPANY'S

SALES AND USE TAX SURCHARGE INTO BASE RATES.
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A37.

Q38.

A38.

Q39.

Staff proposes an adjustment to roll-in a going level of VSUT expense into the Rate Year.
Effective at the beginning of the Rate Year, this going level of VSUT expenses will be
collected through base rates, not the VSUT surcharge.

The Company recorded jurisdictional VSUT expense in the amount of $49,2102°
during the Test Year. However, in addition to this amount, the Company recorded a
$67,678"' non-recurring credit to expense during the Test Year related to VSUT expense
on a jurisdictional basis. Staff's adjustment removes this credit in order to reflect a Rate

832

Year level of VSUT expense. Staff's adjustment increases expense by $67,678° on a

jurisdictional basis.

DOLES ANY ACTION NEED TO BE TAKEN AFTER THE VSUT SURCHARGE
IS ROLLED INTO BASE RATES?

Yes. The net over/under collection amount as of September 1, 2017 will either be
refunded or collected from customers through an administrative VSUT filing with the
Commission's Divisions of Public Utility Regulation and Utility Accounting and Finance

through the surcharge mechanism.

CONCLUSION

PLEASE SUMMARIZE STAFF'S RECOMMENDATIONS IN THIS

TESTIMONY.

% $52,098 times 94.457% equals $49,210.

% See the Company's Response to Staff Interrogatory No. 15- 209 in Appendix B to this testimony.

#! See the Company's Response to Staff Interrogatory No. 15-210 in Appendix B to this testimony.

32 $71,650 times 94.457% equals $67,678.
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A39.

My testimony supports the following findings and recommendations:

1)

2)

3)

4)

3)

6)

7

Staff recommends that the Commission find Staff's proposed adjustments to the Rate
Year Analysis reasonable and authorize a total non-gas, base rate revenue increase of
$25.77 million to provide VNG the opportunity to earn an ROE at the 8.75% mid-
point of Staff witness Gereaux's ROE range. This increase includes an incremental
increase of approximately $12.36 million above the rates already charged to
customers for SAVE.

Staff recommends that the Commission direct the Company to manage its QBF
deferral on a jurisdictional basis.

Staff recommends that the Commission direct the Company to utilize a two-month
average balance for any calculation of carrying charges in its QBF.

Staff recommends that the Commission direct the Company to book carrying charges
that include an equity return separately from the debt component to ensure the
Company excludes such equity return from any future cost of service.

Staff recommends that the Commission direct the Company to net ADIT amounts
with any cumulative under-recovery balance to reduce the carrying costs recovered
from ratepayers through the QBF.

Staff recommends the Commission direct the Company utilize the actual bad debt rate
for all bad debt expense true-ups in lieu of the amounts utilized in the Company's last
rate case.

Staff recommends the Commission direct the Company to utilize the actual bad debt
amounts in lieu of projections when applicable for the purposes of booking and
calculating the amounts to recover from customers through the QBF.

Staff recommends the Commission direct the Company to calculate bad debt expense
on all gas costs instead of using solely commodity costs to calculate the expense
amount.

Q40. DOES THIS CONCLUDE YOUR TESTIMONY?

A40. Yes, it does.
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Exhibit No: __
Statoment |
Virginia Naturat Gas, Inc.
Case No. PUE-2016-00143
Rate of Return Statement - Per Books
For the Test Year Ended September 30, 2016
Total HRX & SAVE Virginia Virginia
Line Company Equity Regulatory Non- Jurisdictional
_No._ Description Per Books Adjustments Books Jurisdictional _Cost of Service
] &) ) (4) (5)
1 Non-Gas Base Rate Revenue 117,431,951 117,431,951 10,033,150 107,398,801
2 Gas Revenue 82,363,366 82,363,386 11,829,531 70,533,834
3 SAVE - ASF 10,007,189 82,753 10,089,943 1,070,830 9,019,012
4 SAVE - SACA (219,416} (219,416) (23,288) (196,127)
S CARE/RNA Revenue 33,678 33,678 0 33,678
6 WNA Revenus 13,828,847 13,829,847 0 13,829,847
7 Late Payment Fees 943,488 943,489 123.843 819,645
8 Other Operating Revenues 17,086,225 17,066,225 26,188 17.040,029
8  Total Operating Revenues 241,456,328 82,753 241,539,082 23,080,362 218,478,719
Oparating Revenue Deductions:;
10 Operation & Meintenance Expense (less Gas) 60,937,395 60,937,395 3,378,001 67,559,394
" Gas Expense 82,363,368 82,363,366 11,829,531 70,533,834
12 Depreclation & Amortization 30,782,709 268,607 31,051,316 1,828,388 29,221,928
13 Income Taxes 21,818,987 {81,436) 21,737,551 2,389,949 19,347,602
14 Taxes Other than Income Taxes 8,423,944 4,290 8,428,234 450,077 7,978,157
15 (Gain)Loss on Disposition of Property 18,761 18,761 18,761 0
16 Total Operating Revenue Deductions 204,345,162 191,460 204,536,622 19,895,707 184.640,815
17 Operating Income 37,111,166 (108,707) 37,002,459 3,164,855 33,837,804
18 Plus: AFUDC 0 0 0 0
19 Less: Charitable Contributions 0 0 0 0
20 Less: interest on Customer Deposits 52,598 52,598 8.725 45,873
21 Less: Interest on Suppller Refunds 25,706 25,706 3,287 22,420
22 Less: Other Interest Expense/(income) 0 0 0 0
23  Adjusted Operating Income 37,032,861 (108,707) 36,924,155 3,154,644 33,769,511
24 Plus: Other Income/(Expense) 1,214,404 1,214,404 1,214,404 0
25 Less: Interest Expense 18,543,867 19,205 18,563,072 1,128,603 17,434,378
26 Less: Preferred Dividends 0 [ [¢] 0
27 Less: JOC Capitat Expense 0 0 0 0
28 Income Available for Common Equity 19,703,399 (127,912) 18,575,487 3 240!355 165335!133
Rate Bage;

29 Allowance for Working Capltal 50,045,971 24,883 50,070,853 4,057,121 48,013,732
30 Net Utllity Plant in Service 1,023,064,270 11,090,735  1,034,164,005 218,338,896 815,825,109
31 Other Rate Base Deductions 258,029,812 0 256,029,812 25,570,280 232,459,622
32 Total Rate Base 815,080,428 11,124,818 826,205,048 196,825,727 629,379,319
33  Total Capltal 815,080,428 11,124,618 826,206,046 196,826,727 820,379,319
34 Common Equity Capital 397,487,929 5,425,110 402,513,040 95,985,437 306,927,603
35 Rate of Return Earned on Rate Base 4.54% 4.47% 5.37%
38  Rate of Return Earned on Common Equity 4.96% 4.86% 5.32%
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Exhibit No: __
Statement |l
Virginia Natural Gas, Inc.
Case No. PUE-2016-00143
Rate of Return Statement - Adjusted
For the Test Year Ended September 30, 2016
Additional Amounts After
Virginia Ratemaking Amounts Revenue Additional
Line Jurisdictionat Adjustments After Required For Revenue
No. Description Cost of Service Per Sch. A Adjustments 8.75% ROE Requirement
(1 (2 )} (4) (5
Operating Revenue;
1 Non-Gas Base Rate Revenue 107,398,801 15,306,358 122,705,159 25,771,880 148,477,038
2 Gas Revenue 70,533,834 14,797,924 856,331,758 85,331,758
3 SAVE - ASF 9,019,012 4,389,269 13,408,281 (13,408,281) 0
4 SAVE - SACA (186,127) 196,127 0 0
5 CARE/RNA Revenue 33,678 (33,678) 0 0
6 WNA Revenue 13,829,847 (13,829,847) 0 0
7 Late Payment Fees 819,645 23,031 842,677 842,677
8 Other Operating Revenues 17,040,029 (2,040,011) 15,000,018 16,000,018
9  Totsl Operaling Revenues 218,478,719 18,809,174 237,287,893 12,363,698 249,651,491
Operating Revenue Deduclions;
10 Operation & Maintenance Expense (less Gas) 57,559,394 496,201 58,055,595 62,919 58,118,514
11 Gas Expense 70,533,834 14,797,924 85,331,758 85,331,758
12 Depreclation & Amortization 29,221,928 3,753,353 32,975,282 32,975,282
13 Income Taxes 19,347,602 (5,025,384) 14,322,217 4,784,964 19,107,182
14 Taxes Other than Income Taxes 7.978,157 342,896 8,321,053 8,321,053
15 (Gain)/Loss on Disposition of Property 0 0 0 0
16  Total Operating Revenue Deductions 184,640,915 14,364,990 199,005,906 4,847,883 203,853,789
17  Operaling Income 33,837,804 4,444,184 38,281,987 7,515,715 45,797,703
18 Plus; AFUDC 0 0 0 0
19 Less: Charitable Contributions 0 0 0 0
20 Less: Interest on Customer Deposits 45,873 1,529 47,403 47,403
21 Less: Interesl on Supplier Refunds 22,420 (21,652) 768 768
22 Less: Other Interest Expense/(Income) 0 0 0 0
23 Adjusted Operating Income 33,769,511 4,464,306 38,233,817 7,515,715 45,749,533
24 Plus: Other Income/(Expense) 0 0 0 0
25 Less: Interest Expense 17,434,378 (1,687,626) 15,746,752 15,746,752
26 Less: Preferred Dividends 0 0 0 0
27 Less: JDC Capital Expense 0 0 0 0
28  Income Available for Common Equity 16,335,133 6,161,932 22,487,065 7,615,715 30,002,780
Rate Base;
29 Allowance for Working Capital 46,013,732 (3,024,992) 42,988,740 42,988,740
30 Net Utility Plant in Service 815,825,109 53,572,560 869,397,669 869,397,669
31 Other Rate Base Deductions 232,459,522 (24,324,585) 208,134,937 208,134,937
32 Total Rate Base 629,379,319 74,872,153 704,251,472 0 704,251,472
33  Total Capital 629,379,319 74,872,153 704,251,472 0 704,251,472
34 Common Equity Capital 306,927,603 35,961,315 342,888,918 342,888,918
35 Rate of Retum Eamed on Rate Base 5.37% 5.43% 6.50%
36 Rate of Return Eamed on Common Equity 5.32% 6.56% 8.75%
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Virginia Natural Gas, inc.
Case No. PUE-2016-00143
Rate Base Statement - Per Books
For the Test Year Ended September 30, 2016

Exhibit No: ___
Statement it

Line

No.

GO b WN -

- h
3o~

Total HRX & SAVE Virginla Virginla
Company Equity Regulatory Non- Jurisdictional
Dascription Per Books Adjustments Books Jurisdictional _Cost of Service
(1 {2) (3) (4) (8)
Materials & Supplies (13-Month Average) 278,671 278,671 15,322 263,348
Cash Working Capilal (incl. Lead/Lag Sludy) 34,412,224 24,883 34,437,107 2,474,265 31,862,842
Deferred Gas Expense (13-Month Average) {4,063,568) (4,083,568) (583,635) (3,479,934)
Gas Inventory 19.418.644 19,418,644 2,151,168 17,267 475
Total Allowance for Working Capital 50,045,971 24,883 50,070,853 4,057,121 46,013,732
Net Ufility Plant in Service;
Utility Plant in Service 1,228.013,892 12,339,895  1,240,353,787 73,802,239  1,166,651,548
Construction Work in Progress 17,307 484 17,307,484 1,012,450 16,285,034
Acquisition Adjustment 165,293,601 165,283,601 165,283,601
Less: Accumulated Depreclation and Amortization 387,550,707 1,240,160 388,790,867 21,769,394 367,021,473
Plus: Customer Advances for Construction 0 0 0 0
Total Net Utility Plant in Service 1,023,064,270 11,090,735  1,034,164,005 218,338,896 815,825,108
Other Rate Base Deductions:
Customer Deposits (13-Month Average) 14,334,306 14,334,308 1,832,688 12,501,618
Supplier Refunds (13-Month Average) 325,305 325,305 41,591 283,714
Accumulated Deferred Income Taxes 243,370,201 243,370,201 23,696,010 219,674,191
Other Gost Free Capital 0 0 0 0
Total Other Rate Base Deductions 258,028,812 0 258,028,812 25,570,280 232,459,522
Total Rate Base 815,080,428 11,124,818 826,205,046 196,825,727 620,379,318




Virginia Natural Gas, Inc.
Case No. PUE-2016-00143
Rate Base Statement - Adjusted
For the Test Year Ended September 30, 2016

Exhibit No: ___
Statement IV

Virginia Ratemaking Amounts
Line Jurisdictional Adjustments After
No. Description Cost of Service Per Sch. A Adjustments
(1 (2 (3
Allowance for Working Capital;
1 Materials & Supplies (13-Month Average) 263,348 (9,366) 253,982
2 Cash Working Capital (incl. Lead/Lag Study) 31,962,842 10,771,916 42.734,758
3 Deferred Gas Expense (13-Month Average) (3,479,934) 3,479,934 0
4 Gas Inventory 17,267,475 {17,267,475) 0
5 Total Allowance for Working Capital 46,013,732 (3,024,992) 42,988,740
Net Utility Plant in Service:
6 Utility Plant in Service 1,166,551,548 82,621,191 1,249,172,738
7 Construction Work in Progress 16,295,034 0 16,295,034
8 Acquisition Adjustment 0 0 0
9 Less: Accumulated Depreciation and Amortization 367,021,473 29,048,631 396,070,104
10 Plus: Customer Advances for Construction 0 0 0
11 Total Net Utility Plant in Service 815,825,109 53,572,560 869,397,669
Other Rate Base Deductions:
12 Customer Deposits (13-Month Average) 12,501,618 (650,991) 11,850,626
13 Supplier Refunds (13-Month Average) 283,714 (91,818) 191,896
14 Accumulated Deferred Income Taxes 219,674,191 (23,581,776) 196,092,415
15 Other Cost Free Capital 0 0 0
16  Total Other Rate Base Deductions 232,459,522 (24,324,585) 208,134,937
17  Total Rate Base 629,379,319 74,872,153 704,251,472
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L
Virginia Natural Gos, Inc. kil
Caso No. PUE-2016-00143 3
S y of Company Adj ts and Statf Adjustments )
Roflocted in Col. (2) of Statomonts 1) & IV o
D
Staff  Company Stalf Company L
Adj. No. _Adj. No. Description Amount Amount Difference
Non-Gag Base Rale Revenus
1 1 Adjust Base Rate Revenues to Rate Yeor 15,306,358 12,876,954 2,729,404
o -(Gas Basg Rota Rgv 15,308,358 12,576,854 2,729,404
Gas Ravenus
2 2 Adjust Gas Revenuss to Rale Yoar 14,797,924 19,712,563 {4,814,640)
Toia| Adjugiments to Gas Revanus 14,767 924 19,712,563 {4,914,640)
Ridor Revenue
3 4 Adjust SAVE - ASF Revenues lo Rate Year 4,389,269 4,585,395 (198,126)
4 - Efiminate TY SAVE - ACA Revenues 198,127 0 196,127
5 5 Efiminate TY CARE/RNA Rovenues (33,678) {33,878} 0
6 6 Eliminalo TY Weathor Normalization Adjusimen! Revenues {13,829,847) (13,829,847} 0
TYotal Adiusimants to Ridor Revenup (9,278,128) (9.278,128) 2
Qther Operating Revenue
7 7 Adjust Other Operating Revenuss to Rate Year (359,440) (359,440) {0)
8 8 Eliminate Gas Storage Carrying Cost (1,880,571) (1,680,571) 0
9 3 Adjust Late Payment Fees to Rate Yoar 23.031 23,034 0
Tola! Adjustments to Oth arali (2,016,880) (2,018,980) (0)
Total Adjustments to Oporating Revenuos 16,809,174 20,994,408 (2,185,234)
QOporation & Malptenanco Exponse
10 10 Adjust Payroll 1o Raete Yoar 2,838,501 1,088,537 1,748,984
11 1 Adjust Uncollectible Expensas (o Rate Year 63,813 81,025 2,688
12 12 Adjust 401K Bonofils 1o Rate Year 184,113 £6,458 97,655
13 13 Adjust Health Bonoflts to Rale Yaar 134,148 816,484 (664,318)
14 14 Adjust Other Benefils to Rate Year (74,072} (73,815) {257)
15 15 Adjust Pension Banefits to Rate Year (1,226,443) 1,207,748 {2,434,191)
16 16 Adjust Othser Post Ratlirement Benefits to Rele Year {20,564) (152,807) 132,343
17 17818  Adjust Other Oporation and Mainionance expenses to Rato Year (375,718) 64,068 (439,783)
18 18 Adjust Caplialized Expenses to Rate Year (195,008) (1,105,2589) 910,252
18 20 Adjust AGSC Chargss to VNG to Rate Yeer (1.118,083) (855,213) (462,850)
20 -] Adjust Gas Costs to Rale Year 14,797,824 18,712,683 (4,914,640)
21 . Eliminate TY CARE Program Expanse (8.814) [+] (8,814)
22 - Eliminate Expense Credit Ralated to Ssles & Use Tax 67,678 o 87,878
23 18 Include Normalized Rete Caso Expense 248,532 410,888 (164,354)

Total Adj to Operation & Mal 1co E: 15,284,126 21,443,552 (6,149,427)
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Cre,

2
L&
Virginia Natural Ges, Inc. w
Caso No, PUE-2018-00143 y
Summary of Company Adjustmonts and Staff Adjustments rﬁl
Rofloctod In Col. {2) of Stat 18IV g."‘i‘j
Statf  Company Staff Company @
Adj, No. _Ad]. No. Description Amount Amount Ditferonce 5
Wi
Daproclation 8 Amortization Expansa
24 21 Adjust Depraciation and Amortization Expenses to Rate Year 2,191,088 4,089,993 (1,878,908)
25 22 Adjust Depreclation Expensas from Services Company to Rate Year 1,562,268 1,591,302 _(29,039)
Total Ad) 1ts to Dopraclation & Amortization Exponse 3,763,353 5,661,288 (1,807,842)
Incomo Tax Exponso
28 23-29 Current Income Tax Expense 10,358,354 6,308,693 4,049,361
27 30 Deferred Income Tax Expense (15,381,738) _(14,083,420) (1,288,308)
Tota! Adjustmonts to Income Tax Exponso {6,026,384) (7,788.438) 2,761,061
Taxes Other than Income Taxes
28 31 Adjust Properly Taxos to Rete Year 156,070 953,267 (797.197)
20 32 Adjust Payroll Taxes to Rate Year 191,536 60,403 131,133
30 33 Adjust Allocaled Taxes Other than Income from Services Company to Rate Year (4,710) 7,909 (12,620)
Total Adjustmonts to Toxes Other than incomo Taxes 342,898 1,021,580 {678,684)
TOTAL ADJUSTMENTS TO OPERATING INCOME 4,444,184 654,417 3,789,767
]n;_q;og] ggonso
3 M Adlust Interest Expense on Customer Daposits to Rate Yeer 1,528 3,027 (2,298)
32 38 Adjust interest Expense on Supplier Refunds to Rale Year (21,852) {13,120) (8,523)
33 35 Adjusi interost Expense Based on Proposed Weighted Cost of Capitel for Ratomaking Purposes (1,687,626) _ (1,160,202) (527 424)
Total Adjustmaonts to | t Exp (1,707.748) (1.168,504) {538,245)
TOTAL ADJUSTMENTS TO INCOME AVAILABLE FOR COMMON EQUITY 6,161,832 1,823,921 4,328,012
Allowanco for Working Capltal
M 38 Adjust Malerial and Supplies to Rate Yeer (9,366) (7,783) {1.583)
35 39 Adjust Cash Working Caplial Besed on Lead:-Lag Study lo Rata Year (5,179,258) 101,724 (5,370,882)
as 40 Adjust Other Cash Working Capltal to Rate Year 15,951,174 15,818,145 133,020
37 41 Eliminate Deferred PGA Balance from Rate Year 3,479,934 3,478,934 0
38 42 Eliminate Fuel invantory balance from Rato Year (17,267,475)  {17,267,475) [+]
4]
Total Ad] its to the All for Working Capitol (3,024,092) 2,214,544 (8,239,536)
Not Ytliity Plant [n Servico
<-4 43 Adjus\ Plant to Rato Yoar 82,621,181 112,169,878 {29,540,684)
40 43 Allocate Service Company Plant to VNG 0 22,960,795 (22,969,795)
a1 44 Adjusi CWIP to Rate Year 0 0 0
42 44 Allocate Service Company CWIP to VNG 0 1,924,630 (1,924,630)
43 45 Adjust Accumulated Depreclation 1o Rate Year 29,048,631 33,130,459 (4,081,828)
44 45 Allecats Service Company Accumulaled Depreciation to VNG 0 1,220,048 {1,220,048)
Total Adjustmonts to Net Utility Plant in Service 63,572,560 102,713,785 (49,141,239)
Qther Bate Bnog Doductions
45 48 Adjust Customar Deposits to Rate Year (650,981} (76,483) (574,508)
48 47 Adjust Suppllor Refunds to Rate Year (91,818) (167,577) 75,760
47 48 Adjust Deferrod Income Taxes (o Rate Year _(23581776) (2,106,733) _ (21,475044)
Total Othor Rato Base Deductions (24,324,585) (2,350,793) {21,973,792)
TOTAL ADJUSTMENTS TO RATE BASE 74,872,153 107,279,132 (32,406,979)

Common Equity Capital
48 48 To Adjust Common Equity Basad on Proposed Capital Structure 35,861,315 52,316,506 (16,355,191)



Qxhdpit ot _
Satamem V
Virginia Natural Gas, Inc.
Ca3s Na, PUE-2018-00143
Fos the Test Yoar Ended Septamber 30, 2016
Cash Working Caphal - Fully Adjusted
Toual Virginia Virginia Jurisdictons) 8xpenso Moy
Per Bools Ad)usted Averape Rovamm Leadilag LeadiLag Working Capilal
Doseription Amgonty Factor Amounis Adjustmants Amounts af ia Oa Da Provi r
O4M Expenses:
1 Purchaiad Gas Expense 82,302,368 83044 70.533.0)% 14707 024 85,301,756 3,780 420 .30 108 2,700,910
2 OPEB thperms [e X 440N {301,344) (20,564) {381,508) (1,048) 028 - 43.20 {45,299)
3 Pantion Expenze 201,373 QA% 2.060.607 {1.220.443) 843,45 231 am - a2 00,070
4 Payrel Expenae 10,184,402 H4.40% 15207.238 3.058,551 12,345,780 50,282 H21 84 3135 1.576,172
5 Variable Compensation 2,084,000 Haen 1,549,641 {220,050 1,720,591 a7y an 22999 (196.73) 1092200)
[ Hasth Benefits Expanss 177520 PAE% 1,076.830 134,148 1810677 4,682 4328 1099 32.20 100,140
7 Othar Benates Bxpenss 80,019 4% 04,051 74070 10,570 n 429 12.43 12 602
] Uncolectoie Expenss 749,702 Ba8% ki 8igl 4301 7208 2,118 4328 34774 {304.47) (644,032)
1 40k Bendfts Exprmsas 809,316 04.40% sn.8 184,913 985,239 2,890 42268 11.00 207 280841
10 ASocations from Service Company 18,845,100 4.A0% 17,801,302 (1,118,083} 10,083,220 45,708 4128 2180 LK. 4 990.341
" Other OBM Expansss 18 850 097 4.45% 17,521,762 1 A 2, 18417 428 N 250 137,235
[} Total D&M Experaas 143,300,750 128,083,220 14870913 143,073,143 391,081 4,228,000
13 Deprachation and Amortizalion Expeansa 31,051,310 4.11% 221828 75335 2975282 90.343 Q26 . 720 2,908,698
income Tax Expemse:
" income Taxes {Cureny) 117,282,104) 89.01% {18,302012) 10,356,254 (5,025.057) (13.769) .28 .00 530 72.493)
1% comae Taxes (Daferred) 300196854 00K 34720812 [15,381.738) I0. 4T 474 220 . Q30 2,200,304
10 Yotal tncams Yax Expense 21,731,650 19,347,501 {3.025,384) 2217 30239 2,320,691
Yaxes Othar Than Inzome:
7” Payrod Tax Expamae 257,840 84,589 04431 101,538 1.135.907 112 a0 1576 a.w 83,504
L] Proparty Yax Expema 7,430,588 B406% 2033747 X LRk ) 107.41 (84.34) A
w Tota) Tazes Other Thao Income 842034 1.078.157 37006 0,325,783 2no 0,377.40%)
0 AFUDC . 0.00% - - . . 028 - 926 -
21 Chariable Doratons . ™% - - . . 026 - 4220 .
22 Intarest on Customes Depolits 62,598 a.1% 43013 152 47402 130 0 10260 nhxnze {18,002)
2} Intorest on Supoiiar Refunds 26700 7.8 22,419 21050 67 2 LRy ] 182.60 w20 [r:2i]
24 Other Income/Expenso 1.214,404 0.00% - - - . Qa0 . 43.26 .
25 LY Wterast Experss 18,503,072 Q.2 17,4479 11,687.620) 18,743,753 43142 Q.20 4375 2.49) (107.229)
20 §Yinlorest Expente . 0.00% - . . Q20 . 4320 .
27 Expense . 0.00% - - - . Q20 . 4120 -
38 Wncoms Avatable for Common Eaulty LY. X NN 3seeLNS _ ;aea w2 0 9N 220 . .
20 TYotaf 280400 218478718 43,309,030 200,780,775 730023 0.052.7
Pho
3 Szl Wihholding Tazes 1,100,608 £4.68% 1,041,018 1,041,018 2834 428 1474 2052 [IR1H]
31 Fecor Withhoiding Taxes 331440 84.06% 317,47 3,537.437 8,598 4.8 14 88 243,249
32 Stats Consumption Yor 2,490,746 $4.60% 2308310 2305.310 6,400 Q2 52.18 8.92) {31.704)
3 Local Consumption Tox 661,660 f400% 620,327 620.327 1718 4).20 6218 0.92) (13301)
3 Customes Utity Tax 1400037 24 68% 10,799,782 10,780,782 238 4220 5220 {093} {204,230)
33 Federal Excisa Tar . 4 8a% - - . 4320 89.76 {28.40} .
38 Motor Fued Tax 2,207 94,65% 102 2,02 Ll 920 as.07 (21,81) {1.250)
7 SuesandUse Tmx 101,403 4089 93.59 05,903 2 Q2 Er Al 110
3B Tot) CashWariing Capltnl {LeadiLan) 000,747
39 Balance Shaatllamy 12,708,837
40 Total Cash Working Capitsl 20,701,584
41 Pes Book Jwhdictiom! Cesh Working Caphal 31,002,842
42 St Jyiidctonal AQuitment {5,179,258)
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Virginia Natural Gas, Inc.

Case No, PUE-2016-00143
For the Test Year Ended September 30, 2016

Balance Sheet Analysis

Exhibit No: __
Statement V|

Line Jurisdictional

No. Account Description 13-Month Average Factor Jurlsdictional Average

1 100121 Utility Capltal Payroll Accrued - Need to Reverse Sign (1) (111,202) 84.47% (105,134)
2 161400 VNG Pre-84 Regulatory Asset Amortization 5,421,030 84.43% 5,119,308

3 182150 Other Long-Term Assets 336,109 93.92% 315,672

4 182450 ATPI Capltalized Clearing 0) 94.47% 0)
5 164100 Net Pension Asset 63,307 04.45% 59,791

8 220004 Accrued Vacation Payable (7,124) 94.47% (8,720)
7 225105 AJP -Inventory (5,840) 94.50% (5,518)
8 225151 Unclaimed Customer Credits & Checks {937,479) 87.21% (817,819)
8 225500 Payroll Deduclions 20,917 94.47% 19,759
10 225507 One Pledge Club Atlanta (8,304) 94.48% (5,865)
11 225512 Employee Stock Purchase Plan (28,419) 94.45% (24,951)
12 225521 P.A.C Payable (24) 94.46% (22)
13 225522 H.EA.T Payments (6,757) 100.00% (8,7567)
14 225526 Employee Counl Orders (203) 94.47% (192)
16 225541 HSA Employee Contributions (800) 94.43% (768)
16 226542 Met Life Deduction (12) 94.43% {11)
17 225548 AFLAC Supplemental Insurance (194) 94.43% (183)
18 225580 Unlon Dues VNG Local 50 (1,104) 94.46% (1,043)
19 245600 Escheat - Deposit Balance 2001 (1,500) 87.21% (1,308)
20 247020 Non-Qualified/Excess Benefit Plan (73,1862) 84.43% (69,090)
21 247030 Pension Liabllity/Qualified Plan (22,575,745) 94.45% (21,321,807)
22 248800 Other Posiretirement Benefits 8,590,676 94.45% 8,113,519
23 258899 Misc/Other Deferred Credits (161,517) 84.05% (151,907)
24 277060 Penslon Current Llabliity - Excess (1,885) 94.45% {1.875)
25 278500 Reserve for Health Insurance (64,801) 94.05% (80,757)
26 202010 Actuarial (gain)loss 31,891,819 84.45% 30,120,242
27 202012 Reclass sctuarial G/(L) to Net {1,258,148) 94.45% (1,189,208)
28 202014 Prior Service Costs (544,433) 94.45% (514,103)
29 202016 R/C Prior Service Costs to NI 136,088 94.45% 128,528
30 AJP CWIP (2) (1,248,824) 94.15% (1,175,770)
31 Resaerve for Injuries and Damages (3) (718,874) 94.05% (678,185)
32 Total Net Uses/{Sources) of Cash Working Capital 18,706,306.88 17,739,837.26

(1) Ltility Capital Payroll Accrued included in Account 226200

(2) Constructon Work In Process Accruals not yet paid
(3) Allocated balance from Services Company




Exhibit No: __
Statement VIl
Virginia Natural Gas, Inc.
Case No. PUE-2016-00143
Schedule of Rate Year Revenue Requirements
For the Test Year Ended September 30, 2016
Line

No. Description Amount

Low-Range
1 Total Adjusted Jurisdictional Rate Base 704,251,472
2 Return on Rate Base (Return on Common Equity of 8.25%) 6.25%
3  Total Net Requirement 44,035,088
4 Less: Adjusted Operating Income 38,233,817
5  Adjusted Operating Income Shortfall/(Excess) 5,801,271
6 Revenue Conversion Factor 60.79%
7 Additional Revenue Required 9,543,281

Mid-Range
8 Total Adjusted Jurisdictional Rate Base 704,251,472
9  Return on Rate Base (Return on Common Equity of 8.75%) 6.50%
10  Total Net Requirement 45,749,533
11 Less: Adjusted Operating Income 38,233,817
12  Adjusted Operating Income Shortfall/(Excess) 7,515,715
13  Revenue Conversion Factor 60.79%
14  Additional Revenue Required 12,363,598

High-Range
15  Total Adjusted Jurisdictional Rate Base 704,251,472
16  Return on Rate Base (Return on Common Equity of 9.25%) 6.74%
17  Total Net Requirement 47,463,977
18  Less: Adjusted Operating Income 38,233,817
19  Adjusted Operating Income Shortfall/(Excess) 9,230,160
20 Revenue Conversion Factor 60.79%
21  Additional Revenue Required 15,183,916
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Virginia Natural Gas, Inc.
Case No. PUE-2016-00143

Exhibit No: __
Statement VIl

Reconciliation Between Company and Staff Incremental Revenue Requirements

For the Test Year Ended September 30, 2016

Line
No. Description Amount

1 Company Proposed Incremental Revenue Requirement increase $30,702,015
Capital Structure and Cost of Capital:

2 Staff's Proposed Capital Structure 96,502

3 Staff's Proposed Return on Equity (8,460,953)

4 Operating Revenues 2,185,234
Operating Revenue Deductions:

5 VNG Employee Labor and Benefits (230,719)

6 Service Company O&M Charges (465,206)

7 Rate Case Expense (165,191)

8 Other O&M Expense (5,319,605)

9 Depreciation and Amortization (including AGSC allocation) (1,917,652)

10  Taxes Other than Income Taxes (including AGSC allocation) (682,137)

11 Income Tax Expense Correction 5,603
Rate Base:

12  Cash Working Capital Allowance - Lead/l.ag Study (560,909)

13 Other Cash Working Capital ltems 13,727

14 Utility Plant in Service (5,484,678)

16  Construction Work in Progress (200,995)

16  Accumulated Depreciation 553,692

17  Other Rate Base Deductions 2,294,796

18  Other Miscellaneous Differences 76

19  Staff Proposed Incremental Revenue Requirement Increase $12,363,598
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